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New Trends in Managerial Accounting
Dr. Virginia R. Huntington, CPA

The stewardship function of management is
the basis for the development of accounting
concepts which support the structure of finan
cial accounting. Periodically tracing the source
and application of legal dollars committed to
an enterprise is the purpose of the financial
statements prepared for shareholders and
others interested in the financial history of the
business concern. These reports also serve as
reports on the effectiveness of management
in a very broad sense. But for its own guid
ance, management needs additional infor
mation which is pertinent to the problems of
profit optimization at the time the problems
occur.

Budgetary control.

In any effort to achieve success, a goal
must be defined and a feasible plan must be
adopted for reaching the goal. Management’s
goal in a profit-oriented enterprise is profit
enhancement; this goal at any particular time
may be expressed in terms of dollars of profit
to be earned in a designated time period. An
operating plan, or budget, with related cash and
capital budgets, is constructed to point the
way to attaining the profit goal. Sometimes,
in the cooperative departmental budget proc
esses, a tentative profit goal is found to be
unrealistic and in need of alteration. In any
event, as it is finally adopted, the operating
plan must be set forth in a form which permits
a useful comparison of actual departmental
performance with planned performance. The
budget thus serves as a control device, as
well as a profit plan. Responsibilities for any
significant deviations from the plan must be
identifiable in order that any necessary cor
rective action may be taken. This requirement
leads to the development of a system of re
sponsibility accounting. Controllable costs are
budgeted and recorded by responsibility center
and by responsibility group. Few costs are
allocated in this type of budget analysis.

The public accountant is in a particularly
favorable position to assist his clients with
the many problems encountered in manage
ment’s continuous effort to achieve optimum
operating results. With his intimate knowledge
of a business gained through his services as
auditor and tax consultant, the public account
ant can project his abilities in the management
services area quite effectively in his efforts
to help in the solution of management prob
lems. The major concern of management
and also of the public accountant is to be
alert to the changing nature of management
problems. They are not static. They change
with social and economic advancements and
with the advancement of technology.

Any useful plan has a degree of built-in
flexibility, and so it is with a good budget.
Management cannot foresee exactly the future
demand for its product, but an appropriate
analysis of fixed and variable cost parameters
provides the information needed to construct
a flexible budget to accommodate various at
tainable levels of sales and production activity.
Nevertheless, even under a flexible budget
plan, the usual budget format comprises a
set of single-value revenue and cost standards
for any assumed level of activity. Too often,
the tendency is to regard the budgeted
amounts as exact standards to be met, whereas
common sense should lead to the view that
the budget standards ought to be regarded as
indicators or norms of expected performance.
Even without departure from some assumed
level of activity, deviations from a budget plan
should not be surprising when budgeted
amounts are regarded as averages of a num
ber of possible acceptable outcomes. Random
deviations regularly occur; it is the occasional
significant deviation which needs to be iden

A constant source of wonder is the amazing
observation that technological advancements
seem to enhance the art of problem solving
in a manner most appropriate to the needs
created by the changing nature of the prob
lems to be solved. This state of affairs is not
necessarily a happenstance, for there is a con
stant interaction of ideas between the theorists
and the engineers of change in many fields
of scientific and economic endeavor. It does
mean that the manager and the accountant,
directly concerned with everyday encounters
with changing problems, must be alert to the
advantages of any new problem-solving tech
niques which may be available and feasible
under the circumstances. To service this need,
accounting and other business periodicals have
carried an increasing number of articles con
cerning the usefulness of various quantitative
problem-solving techniques. It is our purpose
here to explore a few of these.
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tified and analyzed for cause, as a basis for
corrective action. With these thoughts in
mind, it seems reasonable to assume that in
many instances the usefulness of a budget plan
could be enhanced through the construction
of interval budget standards, rather than
single-value standards. The interval standard
would delimit the range of random deviation,
thus allowing the ready identification of sig
nificant deviation. The statistical concepts of
“precision” and “reliability” would be applied
to define the range of random deviation in an
objective manner.

costs. Of related importance is the problem
of determining the optimum order size which
will minimize the sum of ordering and carry
ing costs during a time period. A useful
formula has been devised to serve as a guide
in solving this problem. If r = the number
of units required during a time period; Q —
ordering cost per order; c2 = carrying cost
per unit for the time period; and x = order
size; then the problem is to find a value for
x related to the minimum value of f(x) =
r/x + c2 x/2. In this expression r/x repre
sents the number of orders and x/2 represents
an average inventory layer, i.e. the average
unit ordered is regarded as being carried
one-half of the time period. A general formula
for the value of x related to a minimum value
of f(x) has been derived for us with opera
tions from the differential calculus. It is of
the form: x =
2 c1r/c2. Of course, only
a positive value for x has any real meaning in
the solution of the problem of optimum
order size.

Statistically speaking, “precision” is a speci
fied range of acceptable or assumed random
deviation from a mean average value, measured
either in absolute units (pounds, dollars,
etc.) or in standard deviation units (units of
variability); “reliability” is the probability of
drawing a valid conclusion from the observa
tion of incomplete or sample data. These sta
tistical concepts may be applied to budget
construction to produce interval budget stand
ards (precision ranges), associated with co
efficients of reliability. Regarded from a man
agement-by-exception point of view, the
bounds of the budget intervals would mark
the beginning of areas of significant deviation
demanding management review. Deviations
within the budget intervals would be assumed
to be normal and therefore acceptable. This
exception approach would conserve manage
ment review time for the investigation of the
more serious deviations from the budget plan.
Presumably no particular cause would be
found for deviations within budget intervals so
any investigation of such items usually would
prove relatively fruitless. Statistically speak
ing, if the distribution of possible values for
a particular revenue or cost classification fol
lowed a normal curve pattern, then predictions
of a representative norm for budget purposes
would be within two standard deviations of
the true norm about 95% of the time. There
fore, we could set an interval standard for that
budget classification of an expected amount
plus or minus two standard deviations and
we could specify this degree of precision with
a reliability of 95%.

Other aspects of inventory control involve
the process of taking physical inventory as
often as it is desirable or necessary to verify
quantities. In some instances an estimate of
quantities will be acceptable in lieu of a
complete count. This situation would be most
apt to prevail in the case of high-volume, lowvalue items. If the items are stored in some
fairly uniform manner, then the count of a
random sample of a fair size may be used as
a basis for estimating the count of the entire
inventory of that class of item. Or if the
quantity of the particular item being estimated
bears a uniform relationship to some other
item in the inventory, a sample ratio may be
applied to the complete count of the second
item to estimate the inventory quantity of the
first item. Admittedly, such estimates contain
a statistical error, but the range of the error
may be specified with a related coefficient
of reliability.
Break-even analysis.

In any profit and cost-planning process,
it becomes important to know where the
break-even point is located along the proces
sion of possible levels of production and sales
activity. Operation below this point for any
prolonged period would be disastrous and if
lower levels of activity are anticipated, it is
well to study the cost structure with a view
to making some adjustments to lower the
break-even point. Of course, any adjustments
in depreciation of past acquisition costs would
have no real effect and such a study should
(Concluded on page 8)

Inventory control.
Whenever inventories are an important
income-producing factor, the cost of ordering
and handling inventory quantities is apt to be
a significant item in the total cost structure.
Inventories must be kept in balance so that
customers’ needs may be satisfied, but excess
inventories bring excessive storage or carrying
4

Providing For Retirement

Via Profit-Sharing Plans
Ruth M. Greenberg
come tax while in the trust. Where else can
an employee have set aside and invested for
him, a sum of money tax-free until he receives
it upon retirement, at which time his income
tax rate is likely to be much lower than before
retirement? Where else can he re-invest taxfree income and tax-free capital gains?
Many times, management in its efforts to
retain “key” executives desires a profit-sharing
plan established for the benefit of executive
employees only. This, of course, defeats the
purpose of a plan. A good profit-sharing plan
must arouse enthusiasm in all employees to be
effective and to prevent misuse of the tax
exemption feature. Federal laws and regula
tions prescribe definite conditions which must
be met for that qualification.
One of the principal features of a profitsharing plan that meets U. S. Treasury re
quirements is the allocation formula. The
main requirement of the allocation formula
is that the plan not discriminate in favor of
officers, supervisory employees, or stockhold
er-employees. The three basic principles for
allocation of funds are as follows:
1. In accordance with the employees’
YEARS OF SERVICE.
2.
In accordance with the employees’
AGES.
3.
In accordance with the employees’
SALARIES.
Plans should be established in such a manner
that all participants share equally, based on
relative compensation and service. In order
to accomplish this equality, a point system
can be established (depending on the salaries
of executives and other personnel). For ex
ample:
1. Salaried executive stockholders might
receive one-half point per one hundred
dollars of income.
2. Other employees might receive one or
two points per one hundred dollars of
income.
3. Points might also be awarded for
length of service, provided the award
does not result in discrimination.
(Continued to page 11)

Has your company or your client been
considering a profit-sharing plan? In consid
ering such a plan, management may wonder
whether employees’ sharing in profits will
honestly benefit the company; and employees
may wonder if it is some sort of “speed-up”
plan. Employees may also wonder if they
will receive their true share of the profits.
Stockholders who are not employees may have
doubts as to whether increased earnings will
result from the incentive provided in a profitsharing plan, or if the plan will be an added
cost to the company. Profit-sharing has been
an outstanding success in many companies
and has benefited employees, management,
and stockholders. Success of a plan may well
depend on its formulation and the explanation
to employees and stockholders.

Many companies, both large and small, are
adopting profit-sharing plans as a means of
attracting and keeping on the company pay
rolls those people with managerial ability,
productive skills, and ambitious goals. Profitsharing plans aid in meeting the competition
of other companies. A good profit-sharing plan
continues to provide incentive among all
employees and can become a partial substitute
for stock ownership if the company’s stock
is closely held. It provides the employee with
an interest in the company’s growth and gives
him a feeling that he belongs.

One hundred cents of every dollar contrib
uted by the company are placed in the trust
for the benefit of participants in the plan.
Under Section 401 of the Internal Revenue
Code of 1954 the employer’s contributions to
a qualified profit-sharing or pension trust for
the benefit of the employees are exempt from
the employee’s Federal taxable income. The
tax advantages provide employees, including
executives, an opportunity to accumulate
greater retirement benefits from a deferred
profit-sharing plan than from a cash bonus.
The latter is taxable on receipt, as are divi
dends and capital gains from personal invest
ment, but the income and capital gains of a
qualified trust are exempt from Federal in

The Woman CPA is published bi-monthly and copyrighted, 1966, by the American Woman’s Society of
Certified Public Accountants and American Society of Women Accountants, 327 South LaSalle Street,
Chicago, Illinois 60604. Subscription price $1.25 annually. While all material presented is from sources
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ASWA Review -1965-1966
Margaret L. Bailey, CPA

President 1965-1966

these revisions permitted university graduates
with majors in accounting to become regular
members. The chapters have slowly been
altering their membership promotion proce
dures to include this particular group of young
ladies. The other revision in national bylaws
made it clear that the chapters could set up
programs of “student associate memberships.”
The change brought to the attention of chap
ters that this area of public relation activities
had been overlooked in most instances. Min
utes of the various chapters indicated that this
idea found an eager audience, and plans
were soon under way to include the college
students in chapter activities of many chap
ters.

The work of prior boards of ASWA and
AWSCPA made it possible to distribute a Pre
liminary Speakers Bureau for use of chapters
only. Comments and suggestions for improve
ments were considered in the work of re
vising the booklet, and it is expected that a
new and attractive edition will be distributed
in the coming year.
A publicity handbook which has been the
major project of the publicity chairman for
two years is “in the mill.” This will be a
greatly appreciated “tool” for chapter pub
licity chairmen for it seems that publicity is
a field far removed from accounting and few
of us take to it naturally.

During 1965-66 members of the Society
were quick to make use of new ideas, new
bylaw provisions, and new tools. While
change does not necessarily denote progress,
an analysis of the projects undertaken during
this administrative year indicates a renewed
effort to attain the goals of the Society.

Two new chapters were welcomed to the
growing family. Lubbock (Texas) Chapter No.
78 was instituted on October 1, 1965, with
15 charter members. Rochester (New York)
Chapter No. 79 was instituted on April 15,
1966, with 27 charter members. Application
for a charter has been received from a chapter
in Fresno, California, but at press time action
had not yet been taken on that application.

One of the first new “tools” to reach the
chapters this year was the handbook for use
in developing treasurers’ workshops. This
handbook was prepared by AWSCPA and is
being distributed by ASWA. Comments re
ceived indicate that many chapters are plan
ning workshops to take advantage of this
excellent booklet entitled “Treasurers / Your
Guideline.” The booklet illustrates to the non
accountant in 21 easy steps how simple
but adequate records can be prepared and
maintained for the usual non-profit organiza
tion, from the collection of dues to the prepa
ration of a Form 990 tax return.

ASWA members responded to the request
to place particular emphasis this year on im
proving our public image. National board
members assisted in the endeavor in every
way possible and the progress made is the
natural result of the efforts of these officers
and the eager response of the great majority
of members.

Delegates assembled in annual meeting in
Dallas voted approval of two bylaw revisions
to further the work of the Society. One of

(Concluded on page 8)
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ASWA President’s Message
Dr. Bernadine Meyer

President 1966-1967

ASWA—an organization of women engaged
in accounting and dedicated to advancing the
interests of women in that profession.
ASWA—a society which states its objectives
as follows:
—to encourage more women to enter the
accounting profession
—to inform the public and the profession
of the abilities and achievements of women
in accounting
—to further the education and proficiency
of its members in their profession
—to encourage members to work toward
obtaining certificates as certified public ac
countants
—to establish good fellowship among wo
men members of the accounting profession
—to encourage members to take an active
part in other technical accounting organiza
tions
—to work with the American Woman’s So
ciety of Certified Public Accountants in the
common objectives of the two societies.

ASWA—an organization which has elected
these very talented and energetic members
to coordinate nationally the efforts of
all members in attaining its objectives:
President-elect: Julia J. Kaufman, Cleveland
Chapter; Vice-Presidents: Mary Louise Haw
kins, Chicago Chapter, Naomi J. Nelson,
Portland Chapter, and Antoinette M. Peters,
Cincinnati Chapter; Secretary: Patricia L.
Clark, Pittsburgh Chapter; Treasurer: Edrie C.
Henry, Atlanta Chapter; Directors: Virginia
R. Howard, Kansas City Chapter; Bessie V.
McMannama, San Francisco Chapter, Betty
Jane Roberts, Tuscon Chapter, Bernice M.
Sensmeier, Evansville Chapter, Betty H.
Gauvin, Ft. Lauderdale Chapter, and Janet S.
Kennedy, Syracuse Chapter. Margaret L.
Bailey, Denver Chapter, will serve as Director
Ex-Officio.

too, that you will plan to attend regional
conferences and the annual meeting, and that
you will take advantage of every opportunity
to meet with members from other chapters.

May 1966-1967 be a year in which each of
us contributes in no small measure to attaining
the objectives of ASWA.

Dr. Bernadine Meyer is the Assistant
Director of the Graduate School of Business
Administration of Duquesne University, Pitts
burgh, Pennsylvania. She received her bach
elors and master's degrees from Duquesne and
her doctors degree from Columbia University.
She is a member of the Pittsburgh Chapter
of the American Society of Women Account
ants. She has served the Society on a national
level as Vice President and Director and as
Education Chairman, Membership Chairman,
and Bulletin Chairman. For two years she
was General Editor of the ASWA COORDI
NATOR.

ASWA—as a society will reach its objec
tives with the active participation of each and
every member. I hope that during this coming
year each member will take an active role in
her chapter’s activities and work hard in help
ing the chapter to achieve its goals. I hope,
7

Conclusions.
We have discussed but a few of the more
widely used quantitative techniques available
for the analysis of operating data. Periodic
profit planning is an important management
activity in almost any business enterprise,
but important decisions are involved also in
project evaluation, e.g. in the consideration of
proposed capital equipment acquisitions or
special sales promotions. Meaningful infor
mation is essential to the development of ef
fective management decisions of any nature.
Always, the information presented to man
agement must be in a form pertinent to the
problems of management.
The public accountant today faces a great
challenge to provide the best in management
services. This challenge will be met if the
public accountant makes every effort to study
and adopt those new quantitative techniques
which are appropriate to the needs of a par
ticular management situation and if manage
ment and the public accountant join in a co
operative effort to pool the best of their tal
ents and ingenuity to create their own innova
tions in developing optimum solutions for
their management problems.

NEW TRENDS IN MANAGERIAL
ACCOUNTING

(Continued from page 4)

concentrate on the reduction of variable cost
per unit and on the reduction of total fixed
costs other than depreciation. A study of cost
behavior necessitates the appropriate identi
fication of fixed and variable costs and the
separation of mixed costs into fixed and
variable components. Regression analysis is a
useful technique for this purpose. A simple
scatter diagram of observed values for a cer
tain class of cost plotted against activity levels
gives a general impression of the type of cost
volume relationship involved. With enough
observed values (e.g., 24 monthly cost totals
plotted against production or sales quantities,
whichever is appropriate) it should be evident
whether the relationship is approximately
linear. If so, the method of least squares may
be used to specify the parameters of the re
gression line which best represents the avail
able data from a statistical standpoint. Once
obtained, these parameters may be used to
predict the expected cost (with specified pre
cision and reliability) for this budget classi
fication at any assumed level of activity within
the range of the observed values. Regression
analysis may be carried out by hand calcula
tion or by computer program. With frequent
analyses, the latter method is desirable.

ASWA REVIEW-1965-1966

(Continued from page 6)

Many unexpected and tremendously reward
ing experiences came my way as your national
president. It has become increasingly apparent
that women are more frequently being ac
cepted in the profession. That this is true is
due in part, perhaps, to the emphasis placed
on acceptance of women in governmental posi
tions, but it is also due in large part to the
continuous efforts of our predecessors. We
acknowledge our indebtedness to these out
standing women and pledge to pay that debt
by preparing an even more receptive atmos
phere for those eager, intelligent, and en
thusiastic young ladies who are now appearing
in our midst.

The break-even analysis is carried out after
the regression analysis of each class of cost
has enabled the analyst to separate fixed and
variable components. If less accuracy is re
quired, a regression analysis computation may
be applied to all costs in total rather than to
separate cost classifications. At any rate, a
total cost line is developed for plotting on
the break-even chart. Its y intercept is equal
to total fixed costs and its slope is the incre
mental cost (variable cost) per unit of increase
in volume. On the same chart a sales line
is drawn, beginning at zero. The point of in
tersection of the total cost line and the sales
line is the approximate break-even point. The
analysis has its limitations, to be sure, because
it assumes a constant product mix at all
volumes of activity. With changes in sales
mix, a new chart must be constructed since
the relationship of revenues and costs will
change with the introduction of greater quan
tities of high or low-profit products. Probably
the most important aspect of break-even anal
ysis is the increased insight obtained into the
various aspects of cost behavior.

1966 EVENTS
AWSCPA-ASWA Joint Annual Meeting,
Boston, Massachusetts
September 28 - October 1

American Institute of CPAs Annual Meeting,
Boston, Massachusetts
October 2-5
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TAX FORUM
DORIS L. BOSWORTH, CPA, Editor

PAYROLL TAX SAVINGS—SICK PAY
If the employer has a definite plan for
payment of wages during periods when em
ployees are absent from work due to sickness
or accident, these wages are exempt from
social security taxes, including Medicare and
Federal unemployment tax. Unlike the income
tax sick pay exclusion, there is no dollar
ceiling or waiting period, the exclusion apply
ing to all sick pay. The plan must be in writ
ing, or otherwise made known to the employ
ees, and must cover all employees or a specified
group of employees.
All employers who have a large number of
employees earning less than the various pay
roll tax maxima can save payroll taxes through
the exclusion of “sick pay.” The following
example illustrates how this tax saving might
work out in dollars and cents. In 1966, you
have 100 employees earning less than $6,600
annually (all employees who earn more than
$6,600 annually in excess of sick pay would
have no savings). It is company policy to pay
them in full for the time they are out on
account of sickness or accident. These 100
employees are out sick on an average of
three days a year and have average earnings of
$100.00 a week. 100 employees times three

sick days equals 300 sick days divided by 5
equals 60 weeks times 100 equals $6,000 sick
pay. By taking advantage of the sick pay
exclusion, you save $252 in social security
and Medicare alone. This may not sound like
much, but if your company is a corporation
in the 48% tax bracket and its profit margin
is 10% on sales before taxes, you would have
to make sales totaling $4,846 to get $252
profit after income taxes. As you can see, the
savings can be substantial when sick pay
of all employees earning less than the $6,600
maximum, for F.I.C.A. and Medicare is con
sidered.
Do not forget you would save on Federal
and State unemployment taxes too on the
employees who earn less than the payroll tax
maximum.
When there is no definite plan, the only
wages excluded from taxable wages will be
those paid on account of sickness or accident
after the expiration of six calendar months
following the last month in which the em
ployee worked for the paying employer.
Reference: Internal Revenue Code Sections
3121 (a) and 3306 (b)
Betty Jane Roberts
Tucson Chapter, ASWA

“FRIBOURG” REVISITED

vate ruling from the Treasury Department to
the effect that the remaining life of the vessel
was three years, and proceeded to depreciate
over this life. In 1957 due to the Suez Canal
blockage the price of ships soared briefly and
taxpayer sold the ship at a profit of $504,000.
In the same year depreciation in the amount
of $135,000 was claimed. This latter amount
was disallowed as an expense by the Treasury
Department under the Cohn rule. The Supreme
Court found in favor of the taxpayer, indi
cating that the gain and depreciation were un
related. It held that depreciation was calculated
on the useful life of the ship and that the sale
at such a tremendous profit was not due to
any error in estimating the life, but rather to
a spectacular change in the world market
for this type of ship.

Many taxpayers have been faced with the
necessity of accepting adjustments to depre
ciation when returns for years governed by the
Cohn rule (Revenue Ruling 62-92) were ex
amined. The adjustment consisted of a dis
allowance of depreciation in the year of
sale in the case of any asset sold at a gain.
This rule apparently has been upset with the
recent Supreme Court decision in Fribourg
Navigation Co. Inc. v. Com., S. Ct., 3/7/66.
Undoubtedly, protective claims have been
filed pending the outcome of this decision, or
if the statute is still open, the filing of such
claims is presently contemplated. A word of
caution on this score is in order, however.
The Fribourg Navigation case dealt with the
purchase of a Liberty ship in 1955. Subsequent
to its purchase, the taxpayer obtained a pri9

“FRIBOURG” REVISITED

(Continued)

Before filing claims for refund, the rationale
of this decision must be carefully considered.
In the decision the key phrase that practition
ers should not overlook is “. . . the Commis
sioner may require redetermination of useful
life or salvage value when it becomes apparent
that either of these factors has been mis
calculated.” Under these circumstances it is
obvious that in the case of a re-examination
based on the Fribourg case taxpayer must
be able to prove unequivocally that the gain
arose solely from appreciation in value of
the property, and not through incorrect esti
mates of the life and salvage value.
An example of the type of situation that
would meet the standards of the Fribourg case
has occurred frequently in the past few years.
Taxpayers who have been in business for

thirty or forty years in a particular area and
who have maintained an efficient repair and
maintenance program may, for one reason or
another, find it desirable to dispose of their
plant. The selling price will in all probability
reflect a tremendous appreciation in real es
tate values, rather than incorrect depreciation
in the past. If such is the case, the Fribourg,
and not the Cohn rule would prevail.
In view of the recapture rules under Sec
tion 1245 the Fribourg decision will be limited
in its application with respect to machinery and
equipment. In the case of the sale of buildings,
however, the fairly nominal adjustment re
quired under Section 1250 still leaves this
type of asset vulnerable, and every effort
should be made to accumulate evidence
sufficient to overcome the Cohn rule.
D.L.B.

WATCH THOSE LOANS!

Two cases have come down recently which,
although in unrelated areas, point out the
necessity of establishing the validity of in
debtedness in certain financial transactions.
Both cases were decided in favor of the
taxpayer but are notable in that they indicate
a trend in Treasury Department thinking that
must not be overlooked.
The first case, Seven Sixty Ranch Co. v.
Kennedy, D. C. Wyo., 3/4/66 involved a
Subchapter S corporation. The corporation
gave its sole stockholder two notes in return
for his taking over corporate loans with the
banks. The amount of the bank loans assumed
in excess of the amount of notes given to the
stockholder were treated as donated surplus.
The Treasury Department regarded these loans
from the stockholders as a second class of
stock and attempted to terminate Subchapter
S status. The District Court decided in favor
of the taxpayer and determined that the loans
were in fact bona fide. In view of two pre
vious decisions in this area that went against
the taxpayer, however, and the necessity of
litigating the present issue in the District
Court, the safest rule would appear to be
avoidance of indebtedness to a stockholder in

a Subchapter S corporation.
The second case involving indebtedness
represents the first time the Treasury Depart
ment has challenged this type of transaction.
It is particularly important because it is the
type of transaction that normally occurs in
many families. In Elizabeth Johnson v. U. S.,
D. C. Texas, 2/28/66 parents gave their
children money in return for non-interest bear
ing demand notes. At the time the case arose
the notes had been almost completely repaid,
but the Treasury Department attempted to
impute taxable gifts annually to the extent
of interest at 3-1/2%. The District Court
indicated that, as yet, parents are not required
to deal with children on a complete arm’s
length basis to the extent that they must
charge interest on any loans made to them.
There was a recognition of a common practice
to loan money to children to give them a start
in life. The point to be borne in mind here
is that the loans had been almost completely
repaid and were therefore bona fide. In all
similar transactions in the future it would
seem taxpayers must be prepared to establish
the validity of the loans if gift tax implications
are to be avoided.
D.L.B.
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COMMENTS AND IDEA EXCHANGE
JANE STRENCIWILK, CPA, Editor

TIME-SAVING TIP
After the advent of the Xerox machine in
our office, we made work copies for financial
statements by Xerox reproduction of the pre
vious statement, blocking off the numbers and
using the written portion. This was fine for
saving time in writing up, but we found
that our typists complained bitterly about the
“up and down” effect due to the lack of
lines. One of our staff devised a clever system
for eliminating the problem. Two sheets of
clear plastic (such as one gets with multi
lith or offset masters) were used, one of which
had been lined on the typewriter. These two
sheets were bound with scotch tape on the

left side. By lifting the lined sheet and insert
ing the prior statement sheet so that the
typing falls on the line and covering the
previous figures with a sheet of white paper,
the statement can be turned face down as
one unit for copying purposes. The resulting
work form is legible and lined. In addition
to being more easily read and saving the
accountant’s time, it is also possible for the
typist to avail herself of the proper placement
of centered headings and length of pages
at a glance.
Betty Jane Roberts
Tucson Chapter, ASWA

IDENTIFYING LEDGERS
The idea seems too simple to mention, and
yet after struggling with various means of
identifying ledgers and journals, I like the
idea of using ordinary mailing envelopes (Size
#6 or 10) for this purpose. Write the identi
fication data about the middle of the envelope

and then cover the back of the ledger sheets
in the post binder. Interleave the ends of the
envelope with the ledger sheets.

Marguerite Reimers
Seattle Chapter, ASWA

Eligibility: An age is selected, such
as twenty-one or older; and
years of service, such as one year
or more. Employees who are
members of a trade union are
frequently excluded as they are
usually covered by a union pen
sion plan.
4. Contribution: Under the 1956 U.S.
Treasury regulations, the com
pany may contribute whatever it
desires each year, providing no
discrimination has been made.
However, an established formula
of payment guarantees the em
ployee that a contribution will be
made when the company enjoys
a profit.
5. Allocation of Contributions: As
previously stated, a unit method
may be devised for length of serv
ice and/or salary received, or
both.

3.

PROVIDING FOR RETIREMENT VIA
PROFIT-SHARING PLANS

(Continued from page 5)

What constitutes discrimation? A plan used
to be judged discriminatory by the Internal
Revenue Service if a contribution in excess
of thirty per cent was made to an employee
who owned ten per cent of the company’s
stock. There is now no established percentage.
However, some examining agents are contin
uing to apply the thirty per cent rule while
other agents apply a twenty-five per cent
rule.
When management begins to develop the
framework for a profit-sharing plan, the fol
lowing procedure is recommended:
(A) Formulate the Plan.
I. Purpose: A plan must be for the
exclusive benefit of employees or
their beneficiaries.
2. Administration: A trustee and an
administrative committee, consist
ing of at least three persons, pre
ferably non-executives, must be
chosen.

(Concluded on page 12)
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PROVIDING FOR RETIREMENT VIA
PROFIT-SHARING PLANS

(Continued from page 11)

6.

7.

8.

Vesting of Interests: One of the
major objectives of a profit-sharing
plan is to retain and encourage
valuable employees. If an employ
ee terminates his employment, he
may receive only a percentage of
the amount credited to his ac
count. Many plans guarantee one
hundred per cent vested interest,
provided an employee is employed
five full years. On a five-year
vesting, the employee would re
ceive only twenty per cent of his
account if he terminated within
one year after becoming a partici
pant, forty per cent after two
years, etc. When vesting over a
period of years is a feature of
the plan, the percentage of the
employee’s account which he for
feits by terminating is re-allocated
among the other participants on
the same basis as current contri
butions are allocated. If an em
ployee terminates after five years
of service, his vested interest may,
at the discretion of the Admini
strative Committee, be retained
for him in a savings account until
he attains retirement age. By this
method he would have no im
mediate monetary gain by ter
minating employment with the
company.
Distribution of Benefits: A profitsharing plan is basically a retire
ment plan; therefore, participants
have no inherent rights to with
draw vested interests prior to re
tirement. Distribution of interests
may be highly flexible, however,
and payments may be made to a
participant upon termination if
deemed advisable by the Adminis
trative Committee.
Investment of Trust Assets: In
vestment of the trust funds is
an extremely important duty of
the Administrative Committee.
The purpose of the trust should
be to provide for each participant
the largest future benefits obtain
able. Experienced knowledge
should be exercised in the selec
tion of investments, whether they
be common stocks, bonds, or
mutual funds.

Secure approval from the Board of
Directors and, if necessary, the stock
holders, before a profit-sharing plan
is established.
(C) Prepare and distribute a letter or
pamphlet to all employees explaining
the plan.
(D) Select the trustee and administrative
committee.
(E)
Make a token payment to the trust.
(F) Advise the company’s attorney to for
malize the profit-sharing plan and upon
receipt of the agreement from the
attorney, the company should adopt
it. To obtain an income tax-exempt
status, the attorney or the company
must submit to the Treasury Depart
ment the plan as outlined by manage
ment, the trust agreements, the an
nouncement letter, and request for tax
exemption.
In order to be sure the profit-sharing plan
is effective for the current year, the following
requirements are necessary BEFORE THE
END OF THE FISCAL YEAR:
1. Resolution by the Board of Directors
establishing the plan.
2.
Execution of the agreement.
3.
Written notification to all employees.
4. A token payment to the plan (balance
of contribution be made later).
5. Request for a tax ruling by the company’s
attorney. Any amendment, if required,
may be made retroactively.
After the plan is in effect, there are, of
course, other matters which require attention.
Accounting records are very important. In
dividual records of participants’ accounts must
be maintained. Such records often are main
tained by the company’s accounting depart
ment under the supervision of the trustee. The
most important records are the journal and a
ledger. The latter includes not only the
regular ledger accounts, but also the individual
participants’ accounts. Profits and losses of the
fund are distributed to participants’ accounts.
In addition, forfeitures are re-allocated to the
remaining participants. The Administrative
Committee should also maintain a minute
book in which all actions taken at its meet
ings are recorded, and care must be taken
to follow through on these actions.
Profit-sharing is on the way “IN.” It offers
many advantages to both management and
employees. Stockholders gain over an ordinary
retirement plan because by having contribu
tions vary with profits, no contribution is
necessary in a “loss” year. It behooves manage
ment to consider a plan of this type to supple
ment the employees’ social security incomes
upon retirement.

(B)
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TIPS FOR BUSY READERS
MARY F. HALL, CPA, Editor

“The CPA Plans for the Future,” John L.
Carey, American Institute of Certified Public
Accountants, 1965, 541 pp., $5.
Where do the CPAs of the United States
want to be in the next ten or twenty years, and
what will it take to get there? This question
and dozens more are posed by the author
in this book intended as a basis for discussions
by CPAs, state societies and others. And it
is his hope that it will serve as a planning
document for clarifying goals of CPAs and
the Institute and determining the steps neces
sary to reach them.
The forces likely to affect the future of the
accounting profession are discussed in the
first of four sections of the book: the rapidly
growing population, the shift to an industrialurban society, the proper objectives of business
corporations and acceptable standards of busi
ness ethics. The new Computer Revolution
brings up such questions as: Who will control
and administer the EDP information system? A
CPA, an accounting-trained controller, or
someone with different qualifications? If eco
nomic planning by the Federal Government on
a national scale comes in the future, is the
CPA the logical person to gather facts and
figures?
The author believes that the time has come
to formulate a philosophy of professional
accounting practice as a whole, for with
out it, opportunities for improvement or ex
tension of present services may be overlooked.
He suggests that a professional accounting
service can be an integrated service covering
all of management’s needs for the measurement
and communication of all financial and eco
nomic data and that the attest function of the
CPA can naturally and properly be extended
beyond the audit area. The question is
raised whether CPAs may possibly be asked
to attest to data which would provide a basis
for judging the performance of corporate man
agement in the public interest. Persons in
volved in the expansion of management
services as a function of CPA firms will find
in the book a full discussion of that topic.
The chapter on “Education and Training”
considers the desirability of a broad liberalarts base for accounting students, and the
possibility of extending university accounting
from four to five years or of establishing pro
fessional accounting schools similar to the
law and medical schools.

Methods suggested for interesting more
students in accounting include: (1) arranging
for CPAs to talk with guidance counselors
rather than relying solely on recruiting mate
rial, (2) including an appropriate accounting
course in the liberal arts curriculum, and (3)
placing more emphasis on management con
cepts and less on teaching the mechanics of
accounting.
The ethical standards of the CPA profession
could be strengthened through the Institute
and state societies, just as the legal and
medical associations act as disciplinary agen
cies for those professions. The possibility of
standards being set by a governmental body
faces any profession which does not do its
own policing.
The final section of the book discusses
optimum size and accreditation of CPA firms,
the future of small firms, and the role of the
Institute and state societies in achieving goals
set forth in the book.
The suggestions in the book are based on
extended consultations by the Institute’s
Committee on Long-Range Objectives with
dozens of people who have specialized knowl
edge in the areas with which the book deals.
But one person had to organize and present
the mass of information and opinion in a
systematic manner; Mr. Carey says that he was
“elected.” It was a fortunate choice because
Mr. Carey has given the accounting profession
a very readable and provocative presentation.

Corporate Financial Reporting In A Compet
itive Economy by Herman W. Bevis, The
MacMillan Company, 1965, 212 pp., $6.
“Corporate Financial Reporting in a Com
petitive Economy,” a discussion of publiclyowned corporations and their accountability to
investors and to society, is concerned with the
meaning of accountability and with specific
accounting practices, primarily as they are
reflected in the annual report. The author,
Herman W. Bevis, senior partner of Price
Waterhouse & Co., makes suggestions for
improving financial reporting.
The central thesis of the book is that cor
porations have an obligation to investors, to
society in general, and to themselves to main
tain high standards of financial accounting and
reporting. This obligation is most effectively
13

met, Mr. Bevis says, through full and fair
disclosure of corporate activities. He main
tains that the deliberate suppression of infor
mation needed by stockholders and others
could shatter public confidence and threaten
the health of corporations as they exist today.
Corporations give a vital thrust to the
economy, and they are centers of great power
in this country. They control vast accumula
tions of capital and property—for example, in
the case of 100 of the top corporations listed
by Fortune, $63 billion in assets. In return for
these powers, corporations are expected to
use their resources wisely and to give to society
an accounting of their stewardship.
The corporate obligation to stockholders is
more explicit. Stockholders provide corpora
tions with the capital they need. On the New
York Stock Exchange alone, stockholders have
invested approximately $500 billion in 9 billion
shares. They need information to make sound
investment decisions.
Opportunities to invest are steadily increas
ing and investors, in order to make a wise
choice, require more and more information
from corporations. This is particularly true of
the financial analysts, who are growing in
number, and of the institutional investors, who
now own one fifth of the value of all securities
in this country and are expected soon to own
as much as one third.
Mr. Bevis believes that corporate financial
accounting and reporting have been responsive
generally to the informational needs of society
and the investment community. But he thinks
that there are opportunities for improvement,
and he makes a number of specific recommen
dations. Particular emphasis is given the fol
lowing:
—Financial statements in annual reports
should take into account the effect of
the instability of the dollar in this coun
try, especially on long-term commitments
and their amortization by charges to in
come. The present declining value of
the dollar tends to inflate corporate earn
ings.
—Annual reports are made up of facts,
estimates and judgments. More attention
should be given to explanations of the
judgments made and the estimates used
in preparing the report.
—Increased use should be made of the
long-term historical summary to com
pensate for the fallibility of single-year
amounts.
—A two-part income statement should be
used separating unusual non-recurring
items from the results of recurring repeti
tive operations.

In the book, Mr. Bevis advocates reaching a
broad-based consensus on accounting princi
ples to the greatest extent possible to facilitate
comparisons between company reports. He
believes, however, that comparisons can never
be reduced to an arithmetical exercise, and
that full and fair disclosure and consistency in
reporting from year to year must continue to
be vitally important safeguards to investors.
The role of the accountant in the prepara
tion of annual and other financial reports is
examined in the book, which emphasizes that
corporate management has the ultimate re
sponsibility for the preparation of these reports;
here, the function of the accountant is to
advise. “Ultimately,” says Mr. Bevis, “the
only thing in the annual report which the
certifying CPA owns is his opinion.”
This book is the first volume in the
Columbia University Graduate School of
Business Studies of the Modern Corpor
ation. The precis published here was

released by the Graduate School of Bus
iness.

CHANGE OF ADDRESS
Whenever you have a change of address, you
must notify us of your new address if you wish
to continue receiving the magazine. If your maga
zine is not delivered and is returned to us, we
shall have to discontinue mailing to you until we
hear from you.
To change your address, please print your
name, new address and zip code number and
send to THE WOMAN CPA, 327 South La
Salle Street, Chicago, Illinois 60604.
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EDITOR'S PAGE
AUTHORS IN THIS ISSUE
We are pleased to publish another excellent
article by Dr. Virginia R. Huntington, CPA
She is Associate Professor, Department of
Accounting, Arizona State University, Tempe,
Arizona. In the administrative year 19651966, she has served as ASWA Vice President
and as President of Phoenix Chapter of ASWA.
She is also a contributor to the “Tips for
Busy Readers” section.
Profit-sharing plans are becoming increas
ingly popular with American business as a
means of providing for retirement of em
ployees. Our readers can become acquainted
with basic information about such plans in the
article, “Providing for Retirement via ProfitSharing Plans,” written by Ruth M. Green
berg. Miss Greenberg is a member of Los
Angeles Chapter of ASWA. She is SecretaryTreasurer and a Director of Petley, Incorpor
ated, Los Angeles.

AUTHORS IN FUTURE ISSUES
Who will be the authors of the articles in
issues yet to be published? Frankly, we do
not know and will not know until it is time
to assemble the material for each of these
issues for the printer. But we hope that your
manuscript will be among those we have re
ceived from the Editorial Board approved as
acceptable for publication and from which we
can make a selection.
Help yourself (writing can be an education
in itself), all our readers, and your editor by
writing an article. If you are an ASWA mem
ber, you will also be helping your chapter
by gaining ASWCPA Award points.
If writing a feature article seems too dif
ficult for your first attempt, write a shorter
article for the Comments and Idea Exchange
or the Tax Forum.

NINTH INTERNATIONAL CONGRESS
OF ACCOUNTANTS—1967
The Ninth International Congress of Ac
countants will be held in Paris, France, Sep
tember 6-12, 1967. Members of the American
Woman’s Society of Certified Public Account
ants and the American Society of Women
Accountants have been cordially invited to
attend.
“The New Horizons of Accounting” is the
theme of the Congress. General meetings will
be held on September 7, 8, 11 and 12. Sep
tember 9 and 10 (Saturday and Sunday) are
free time; planned excursions will be avail
able.

Those planning to attend should write im
mediately to the National Office, 327 South
LaSalle Street, Chicago, Illinois, 60604 so that
your name can be forwarded to the Congress
by July 10, 1966. Early registration is most
important since later registrations will be
honored only to the extent of the then avail
able places.

Annual Meeting
American Society of Women Accountants
In accordance with ARTICLE X, Section 1, of the National Bylaws of the American
Society of Women Accountants, notice is hereby given that the 26th Annual Meeting
of the Society will be held in conjunction with that of the American Woman’s Society
of Certified Public Accountants at the Somerset Hotel, Boston, Massachusetts, Septem
ber 28-October 1, 1966. The Annual Business Meeting of the American Society of
Women Accountants has been called for 9:00 a.m. on Friday, September 30, 1966.

Cleo Burgess
National Secretary, 1965-66
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The IAS
Diploma
Means
LIFETIME
FREE
Study Privileges

An extraordinary feature of the IAS home study training
plan —and one that has made an outstanding contribution to
the success of thousands of IAS graduates—is the Life
Scholarship Privilege.
Under this provision, every graduating student becomes
eligible, without any further cost, for all additional elective
courses in the full IAS curriculum.
Thus, the IAS graduate can continue to improve and en
large his knowledge of the various fields of accounting and
management, to keep pace with changes and advancements
in his career objectives. Elective courses are provided in the
following subjects:
Basic Auditing
Public Auditing
Internal Auditing
Basic Cost Accounting
Advanced Cost Accounting
Corporation Accounting
Corporation Finance

Business Statistics
Management Control
Economics
Office Management
Accounting Law
Federal Income Tax
CPA Coaching

The free Life Scholarship Privilege, as well as the many other
benefits of IAS’s tested, personalized instruction method are
fully described in the new IAS illustrated report. Use the
coupon below to secure your copy without cost or obligation.

International Accountants Society, Inc. Dept. B
209 W. Jackson Blvd. • Chicago, III. 60606

INTERNATIONAL
ACCOUNTANTS
SOCIETY, INC.
209 W. Jackson Blvd.
Chicago, III. 60606

Please send me your 24-page report on IAS courses

NAME__________________________________________________ AGE——--------ADDRESS________________________ ____________________________________
STATE ............ _ZIP CODE_____ _

CITY

EMPLOYED BY

__ ______________________________________________

POSITION____________________________________________________ -

__________________________________
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